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Controlling Government Corporations 


Study Holds Expenditure, Debt Control Are Elusive 


Where Federal Corporate Structure Is Used 


Annual Congressional control over Federal activities is maintained largely by control over the public 
purse. In reviewing requests for new appropriations, Congress is afforded a close look at what the various 


agencies are doing. In practice 


ough, most government corporations virtually avoid the periodic 


examination. The recent Tax Foundation study: Controlling Government Corporations examined the 


present control of these corporations and evaluated the 


tion as a form of government organization, 


This Review is based on portions of the concluding chapter of the study. 





i Federal budget for 1956 indicates that corporate activities will continue at a high level 
in 1955 and 1956. The largest corporations are engaged in subsidizing the farmer and home- 
owner, and in removing private risks from banking and trading-operations. Although this is a 


period of prosperity and full employment, 
these programs seem to have become ingrained 
in the government structure. 


Two additional Federal corporations have been 
proposed by the Administration for highway con- 
struction and health reinsurance, indicating that 
the corporate form is still attractive to government 
planners. 


Since the passage of the Government Corporation 
Control Act, a hidden and unauthorized spread of 
corporate activities cannot take place. Provisions 
have been made in the Act for proper and detailed 
records and plans of corporate activities and for Con- 
gressional “consideration” of corporation budgets. 
However, the Act does not alter the basic freedom 
of government corporations to determine the size of 
their annual activities. It also has not prevented the 
misuse of government authority for personal gain, 


as demonstrated in the RFC investigations a few 
years ago and the more recent FHA scandals, 


Two basic questions, therefore, remain unan- 
swered: (1) when, if ever, is it desirable to set up 
government programs in the corporate form, thereby 
providing them with basic freedom from annual 
Congressional control of expenditures? (2) what 
improvements are needed in existing corporation 
controls to insure that corporations will function in 
the public interest? 


Past experience with two government corporations 
and one agency (so similar to a corporation that it 
is included in the coverage of the Government Cor- 
poration Control Act) illustrates the problems which 
cause these questions to be raised. The corporate 
structure of the Commodity Credit Corporation has 
added to the uncontrollability of the price-support 
program and CCC operations have conflicted with 
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Congressional fiscal policies aimed at controlling 
Federal expenditures and the public debt. 


In fulfilling the assignment of direct lending to 
business enterprise, the Reconstruction Finance Cor- 
poration was unable to resist pressures for the exer- 
cise of favoritism and influence. Some of the guar- 
antee and insurance activities of the Federal Housing 
Administration were accompanied by corruption and 
other misuse of government authority. 


Most Expensive Corporation 


Examination of how this occurred suggests partial 
solutions. Certain corporations should be reorgan- 
ized as regular government agencies dependent upon 
the appropriation process. The basic uncontrollabil- 
ity of the size and timing of corporate expenditures 
cannot be materially changed without removing the 
essential elements of the corporate structure. When 
Congress believes it necessary or desirable to use the 
corporate structure despite this major disadvantage, 
the solutions must lie primarily in the field of fiscal 
management and in improved basic legislation. 


The CCC will continue to be the largest and most 
expensive government corporation in 1955 and 1956. 
The nature of the price-support program and its 
organization conflicts with basic Congressional 
objectives to put the government on a pay-as-we-go 
basis and control Federal expenditures. The corpo- 
rate structure makes it difficult for Congress to con- 
trol the size or the cost of the public debt. 


CCC’s net effect on the Federal budget was esti- 
mated at $2.2 billion of Federal expenditures in 
1955 and $1 billion in 1956. If the need for price- 
support is greater than anticipated, Federal expendi- 
tures will be increased substantially, no matter what 
the general condition of Federal finances. Without a 
change in basic agricultural legislation, primarily 
price-support legislation, CCC expenditures are un- 
controllable. 


At the end of 1954, the CCC had inventories valued 
at $3.7 billion from price-support programs. Dis- 
posal of commodity inventories presents a serious 
problem for the CCC. Since the purpose of the pro- 
grams is primarily price support, legislative safe- 
guards have been provided to prevent the return of 
inventories to domestic or foreign markets where 
price and normal trade would be disturbed. 
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There is limited use for these inventories in the 
school lunch program, disaster relief aid in the U.S., 
and for research purposes. Disposal abroad is also 
limited if it is not to disrupt world prices or create 
international political problems. Unless these inven- 
tories are sold in some way, larger losses from CCC 
operations will result. Realized losses from the price- 
support program are measured at $1.5 billion for the 
period October 17, 1933 through June 30, 1954. 
Additional losses are estimated for 1955 and 1956. 


The CCC Charter Act requires that the borrowing 
authority of the CCC cover at all times both the 
actual borrowings and the total amount of notes or 
other obligations evidencing loans made by lending 
agencies to farmers. The Treasury must supply funds 
for the CCC when it requests funds and has unused 
borrowing authority. Congress must increase the cor- 
poration’s borrowing authority when CCC funds are 
used up, unless Congress changes the corporation’s 
charter. Rapid and large changes in the demands 
placed on the agency’s borrowing authority have not 
been unusual. 


Congress acted to increase borrowing authority 
from $4.8 billion to $6.8 billion in 1950; again in 
March, 1954 to $8.5 billion; and again in August, 
1954, this time to $10 billion. In the closing days of 
the last session of Congress the borrowing authority 
was increased from $10 billion to $12 billion. 


Most price-support loans are made through private 
lending agencies with the CCC committed to taking 
over the loans if requested. The CCC also makes direct 
loans to farmers. In years in which farm prices are 
below support levels, the CCC has to carry out its 
commitments to the private lending agencies and 
acquire loans made, and also accumulate commodi- 
ties used as collateral for its direct loans to farmers. 
It borrows money from the Treasury to cover the 
obligations. The Treasury meets the CCC’s demand 
for funds by borrowing from the public. This in- 
creases the public debt, and in 1953 brought the debt 
perilously close to the statutory debt limit. 


Although the Reconstruction Finance Corporation 
is in liquidation, certain problems which arose dur- 
ing its existence merit review, since they are likely 
to occur with any similar large-scale business-lend- 
ing activities carried on by the government. 


Major criticism of RFC rests on the almost in- 
evitable penalties of large-scale government lending 
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operations: favoritism and waste. The solution to 
these problems is not only a matter of legislation 
or automatic Congressional controls. It involves the 
professional ethics of government officials and busi- 
nessmen, 


The RFC began operations in 1932, primarily in 
providing credit to financial institutions, agriculture, 
and railroads. Congress further authorized it to make 
loans to business enterprises, mining interests, dis- 
aster victims, public school authorities, etc. Begin- 
ning in 1940, its functions were augmented to include 
defense activities. The RFC also was in charge of 
liquidating various wartime projects, 


In June, 1947, RFC’s lending powers were greatly 
reduced and its wartime functions curtailed with a 
few exceptions. RFC’s power to make loans ceased 
September 28, 1953, but the power to make loans to 
disaster victims and small business concerns was 
transferred to the Small Business Administration 
and other lending powers to the Treasury. 


During the 21 years and eight months of RFC 
lending, more than $12 billion was spent for loans. 
Warning of the dangers involved was given by the 
Hoover Commission in 1949 when it said: 


“Direct lending by the government to persons or 
enterprises opens up dangerous possibilities of waste 
and favoritism to individuals or enterprises. It invites 
political and private pressure, or even corruption.” 


Easier To Get in Than Out 


A Senate study of RFC lending operations was 
authorized in 1950 and the hearings made clear that 
the Hoover Commission’s warning had been pro- 
phetic. The Senate investigations made certain con- 
clusions difficult to avoid: (1) government lending 
to business on a large scale offers vast opportunities 
for favoritism and corruption; (2) the more varied 
the lending programs and the more dispersed the 
responsibility for them, the more opportunities there 
are for improper use of government funds; (3) 
lending activities by government agencies require 
constant and current scrutiny and publicity by dis- 
interested investigators if favoritism and corruption 
are to be minimized; (4) business-type enterprises 
of the Federal government should be kept as single- 
purposed as possible so that activities can be exam- 
ined, reported, and fully understood by Congress 


and the public; (5) the language of the legislation 
authorizing lending activities should be specific and 
limiting so that Congressional intent cannot be dis- 
torted or misunderstood by public officials. 


One other important lesson is to be learned from 
RFC experience. It is considerably easier for the 
Federal government to get into business activities 
than it is to get out of them. Most of the delay is 
caused by the vast amounts of red tape necessary in 
disposing of government property, and such prob- 
lems as deciding how much loss the government 
should take in disposing of it, and finding or choos- 
ing customers. Once started, business-type activities 
of government are difficult to terminate. 


Irregularities in FHA 


The limitations of the audits and reviews of pro- 
gram activities provided by the Government Corpo- 
ration Control Act are well illustrated by the recent 
Senate investigation of the Federal Housing Ad- 
ministration. Although not a corporation, it was 
made subject to the Act effective July 1, 1948. 


The FHA does not make loans, or plan or build 
housing. Its principal purposes are to stabilize the 
mortgage market and to improve home financing 
practices, housing standards and conditions, through 
insurance of loans and investments of private lend- 
ing institutions to finance the construction, purchase, 
repair, and improvement of residential structures. 
On June 30, 1954, FHA had written a total of $34.4 
billion of insurance, of which $16.4 billion was 
outstanding. 


The agency has been self-supporting as to operat- 
ing expenses since 1940. It showed a net gain of 
$54.4 million in 1954 and is expected to show fur- 
ther gains of $70.6 million and $92.1 million in 
1955 and 1956 respectively. Its principal income is 
from insurance premiums, fees for application, in- 
spection, and other services, and interest on invest- 
ment in government securities. The entire net income 
in 1955 was placed in insurance reserves which 
totaled $339 million on June 30, 1954. These reserves 
are expected to reach $399 million in 1955 and $487 
million in 1956, and are required to meet future 
expenses and possible insurance losses. 


The Senate investigations of FHA in 1954 brought 
out the fact that large windfall profits had been 
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made on 437 housing projects and that fraud and 
irregularities under the home repair and improve- 
ment program were widespread. In the 437 cases 
involving mortgages totaling $590.1 million, mort- 
_ gage proceeds exceeded all costs of every kind or 
description. The main irregularities were the filing 
of false applications by builders and the making of 
unrealistic appraisals and estimates by the FHA. 


Fault in Programs’ Nature 


FHA experience showed that inspection of work 
financed by loans guaranteed by the Federal gov- 
ernment cannot be left to private groups with no 
financial stake in the program. It also showed that 
accounting controls, reports to Congress, and spe- 
cific, limiting and definitive legislation will not 
guarantee honesty or efficiency in carrying out Con- 
gressional policies. 


Effective Federal fiscal policy requires that Con- 
gress control annual authorization in all areas of 
Federal spending. Congress must be able to expand 
or contract any Federal activity according to current 


overall needs. 


Expenditure and debt control are elusive where 
the corporate structure is in use. The nature of the 
corporation insures it freedom of action and a large 
degree of financial independence. Congress must 
answer certain basic questions in weighing the neces- 
sity for granting this indeperdence: 


Should programs entailing large expenditures of 
Federal funds which cannot be repaid, such as sub- 
sidy programs, be organized in the corporate form? 


Is there more likelihood that they will be viewed 
in relation to total current government needs if they 
must go through the annual appropriation process to 
obtain financial resources? (This seems probable 
even in the case of open-end programs where ex- 
penditures depend on factors outside Congressional 
control, such as world prices in the price support 
program. ) 


Would not Congressional improvement of basic 
legislation be more likely if programs involving 
large expenditures are financed by the positive 
action of appropriations committees each year? 


Corporations may be necessary for business-type 
activities during war or national emergencies. Dur- 
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ing such emergencies, Congress may be forced to 
delegate more of its responsibilities to the Executive 
branch. In that event, and if corporations are cre- 
ated, wouldn’t corporate activities be better exam- 
ined and controlled if corporations carried out as 
few functions as possible? In addition, would it not 
be desirable to write termination dates into the 
authorizing legislation? This would insure Congres- 
sional investigation of the need for continuing the 
life of the corporation. When the duration of a cor- 
poration charter is “indefinite,” the corporation may 
continue because Congress has failed to act, rather 
than because Congress believes there is still need for 
the corporation. 


Special attention should be focused on provisions 
for enforcing high professional standards in all cor- 
porations, particularly those involved in direct lend- 
ing. Careful personnel selection and review are 
essential to maintaining the high professional stand- 
ards necessary for good government. Lending, par- 
ticularly to business, and similar business-type 
activities provide the severest test of these standards 
since there is constant opportunity for personal gain. 
Even the best legislation can be improperly and 
incompetently adrainistered. But wouldn’t high pro- 
fessional standards be more likely if clear lines of 
authority were provided for action upon reports of 
irregularities? In addition, definite responsibility 
should be fixed in the basic law so that penalties can 
be enforced when irregularities and fraud are dis- 
covered. 


When Congress wishes to establish a corporation 
which initially needs the backing of the Federal 
government to succeed, such as the Federal Deposit 
Insurance Corporation, Congress should make pro- 
vision in the basic law for repayment of the govern- 
ment’s capital investment. If the corporation proves 
able to make profits, its functions should be taken 
over by private enterprises whenever possible and its 
status as a government corporation should terminate. 


Past experience has proved that corporate pro- 
grams are not fully controlled or controllable. The 
fault lies in the nature of the programs, in the gov- 
ernment commitment to them, and in the corporate 
structure. The existence of these corporations makes 
it harder for Congress to adjust the nation’s finances 
to changing conditions. The corporate structure 
must, therefore, be used with great caution and with 
full cognizance of many pitfalls. 
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